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SUMMARY: 


After strong recovery in 1978, when gross domestic product (GDP) grew almost 
9%, Tunisia has entered the third year of its Fifth Development Plan (1977-81) 
expecting some shortfalls from the ambitious objectives for 1979 and the full 
period of the Plan. Nonetheless, the near term outlook is for continued 
growth at an impressive rate. The American share of this $2 billion export 
market is now only 4.4%, but good opportunities exist for increased sales, 
especially of capital goods and services for major projects in natural gas, 
mining, oil refining, public works, and manufacturing. Possibilities for 
markedly greater bilateral trade and investment have increased with Tunisia's 
new role as host to Arab League Headquarters, heightened interest in com- 
mercial ties with the U.S., and strengthened Tunisian efforts to attract 

U.S. investment. 


Part A - Current Economic Situation and Trends: 


1. 1978: Strong Recovery: After a disappointing 1977, when real growth 
reached only 4.1% (the target rate was 7.5%), the Tunisian economy rebounded 
vigorously with overall growth of 8.9% in 1978. Despite this performance, 
major goals set for 1978 by the Fifth Plan were not attained, leading to a 
review of priorities. While social stability remained strong, 1978 saw a 
violent general strike in January resulting from political confrontation 
between government and labor leaders. Nevertheless, the forward momentum of 
the Tunisian economy in 1978 produced a creditable increase in per-capita GNP, 
at current prices, to 402 dinars -- compared to 360 dinars in 1977. This new 
wealth is widely distributed, with median family incomes in urban areas ranging 
from over $3000 in Tunis to over $2200 elsewhere. 


On a Sectoral Basis: 1978 was a year of recovery for agriculture, with 
production up 7.8% over drought-ridden 1977, but still 2% below 1976. Growth 
in nonagricultural sectors was over 9%, led by manufacturing, up 14%. Major 
growth was registered by chemicals, up 15%; construction materials, up 20%; 
and machinery, up 15%. Other growth areas were oil and gas, up 11%; transport, 
up 10%; and construction, up 10%. After a disappointing 1977 season, tourism 
edged up 4.6% in total tourist nights. Value of output declined only in mining, 
down 3.6% -- largely due to depressed phosphate prices. 


Prices, Money and Banking: Inflationary pressures continued in 1978, with 
the official rate of inflation about 8%. Subsidies totalling 48 million dinars 
were spent to hold down prices of consumer necessities such as flour, vegetable 
oil and coffee. Monetary policy was somewhat less cautious than in 1977, 
and money supply rose 17%. The continued high exchange value of the Tunisian 
dinar (average, $2.44) helped hold down domestic prices of imports. 


After liquidity problems in 1977,:the domestic banking system experienced 
somewhat eased conditions in 1978, assisted by faster growth in money supply 
and removal of a 1% reserve requirement. Augmenting the banking system's role 
in financing development, savings and other term deposits grew by 12%, with 
increases in holdings of "equipment bonds" (rising to 48 million dinars or 
10% of total savings) whose proceeds go to public sector projects. Bank 





participations in corporate investment also continued. Foreign debt service, 
although climbing, still absorbed only 11.4% of foreign exchange earnings. 


Balance of Payments: Deficit Remains: Net international reserves were 
down somewhat in 1978, falling as low as 85 million dinars, the equivalent 


of one month's imports. The year-end total was 114 million dinars. The 
trade account continued in deficit; import coverage (the ratio of exports 

to imports) approximated .51:1. Imports of foodstuffs, agricultural and 
industrial equipment, and finished goods were all up in 1978. Total imports, 
rising 17%, reached 881 million dinars. Exports, composed of crude oil (39% 
of exports), consumer goods (24%), foodstuffs (16%) and minerals and semi- 
finished goods (21%), rose 16% to 453 million dinars. 


Again in 1978, Tunisia's surplus on service accounts (131 million dinars 
in 1978 -- mainly from tourism) partially offset the trade deficit, leaving 
a current account deficit of 266 million dinars, up 11% from 1977. This was 
covered by long and medium term credits, foreign investment, and grant aid 
of 17 million dollars. Tunisia again went to the international financial 
market in 1978, borrowing $150 million at 7/8% above LIBOR from a consortium 
of banks led by Bank of America and Chase Manhattan. 


Investment: Generally on Track: At 750 million dinars, total investment 
in 1978 was below the Fifth Plan forecast of 807 million dinars. Still, in- 
vestment was a healthy 30.6% of GDP. Major public sector projects included 
investments in mining and petroleum, work on a fourth cement plant, completion 
of two dams, and upgrading of the railroad. The Investment Promotion Agency 
(API) approved 1,313 new private sector projects in 1978 under provisions of 
the 1972 and 1974 investment laws; these projects should create over 35,000 
jobs for total investments of 227 million dinars. Comparative figures for 
1977 were higher: 1,310 new projects, over 41,000 jobs, and investments of 
312 million dinars. However, the share of private investments rose from 58% 
in 1977 to 82% in 1978. New projects approved in 1978 for the export market 
call for investments of 16 million dinars as compared to 31 million dinars 
for such projects in 1977. Most are Tunisian-foreign joint ventures (34 pro- 
jects) or foreign-owned (33 projects). The largest component will be in 
food and other agriculturally based industries. The trend in private invest- 
ment continues away from textiles and toward higher technology, more capital- 
intensive manufactures. 


2. Outlook for 1979...And Beyond: With Tunisia's Fifth Plan entering its 
third year, preliminary forecasts are possible. Its major goals include 
average annual rates of growth in GDP of 7.5%, net self-sufficiency in agri- 
culture, creation of 234,000 new nonagricultural jobs, and improvement in the 
trade balance. These are to be attained by high rates of investment financed 
primarily by savings but also by foreign borrowing, equity, and aid. Problems 
have been encountered in respect to each major goal. Key investments, such 
as the Miskar natural gas project, have been delayed with a consequent short- 
fall in public sector investment. The rate of GDP growth is lower than pro- 
jected, largely due to problems in agriculture and delayed decisions on major 
industrial projects. Even if the Tunisian economy grows at the planned rate 





for 1979 -- 6.9% -- average real growth for 1977-79 will reach only 6.2% as 
contrasted with the Plan target of 7.5%. The balance of payments is worsening 
slightly, rather than improving moderately, and the government savings rate 

is short of its target. Assuming agriculture picks up after 1979, growth 

for the last two years of the Plan could meet or surpass target rates. None- 
theless, it appears unlikely that the goals of the Plan's investment program -- 
already behind schedule -- will be met by 1981; this could result in failure 
to fulfill export and job-creation goals. Analysis of Tunisian performance 

in reference to the goals of the Fifth Plan should, however, take into account 
the ambitious nature of these goals; whether or not the economy's performance 
quite measures up to Plan projections, its record of well-balanced growth will 
be impressive. 


The ability of Tunisia to maintain this growth, despite limited natural 
resources, is attributable largely to favorable social and political conditions. 
Since independence in 1956, Tunisia under President Bourguiba has enjoyed polit- 
ical stability. Its well-educated, homogeneous population has an aptitude for 
industry and short-run sacrifice, as evidenced in the mid-seventies by private 
savings rates of over 20% of GDP. One key question is whether Tunisia can 
maintain its stable climate in the post-Bourguiba era. There have been some 
disturbing signs, notably in the conflict between union leaders and the govern- 
ment which culminated in the general strike of January 26, 1978. This led 
to serious violence, and replacement of union leaders by a new group more 
disposed to cooperate with the government. Nonetheless, it appears likely 
that Tunisian society, profiting from continuation of the prudent economic 
and social policies of Prime Minister Nouira's government, will continue to 
provide a stable foundation for future growth. 


Investment: Generally Strong: For 1979, Tunisian investment projects 
total 852 million dinars ($2,080 million). This represents a real increase of 
7% over 1978, with projected investments equivalent to 31% of GNP. Agricultural 
investment will total 110 million dinars. Nonagricultural sectors receiving 
major investments in 1979 are manufacturing (168 million dinars), transport 
(130 million dinars), housing and building materials (127 million dinars), oil 
and gas (85 million dinars), and electricity (59 million dinars). Investments 
in 1980 and 1981, with a generally similar distribution, should total at least 
$4 billion. While planned 1979 investments of 852 million dinars will approach 
the 867 million dinars forecast in the Plan, the mix has changed somewhat. 
Difficulties continue in identifying and verifying the feasibility of new 
major projects; government emphasis is shifting away from highly capital- 
intensive projects toward those more labor-intensive. 


Key Projects: Petroleum, Phosphates, and Others: Several major projects 


being implemented or under study in 1979 merit description for their impact 

on development and for sales and investment opportunities. Implementation of 
the Miskar offshore gas project, the centerpiece of Tunisia's strategy of using 
natural gas for internal energy needs and conserving oil for export, is now 
estimated to cost around $500 million, with only 500 permanent jobs created. 
The alternative of gas at virtually no capital outlay from the Algeria-to-Italy 
pipeline running through Tunisia has led to reconsideration of Miskar. While 
evaluation drilling continues, the government has postponed until late this 
year its decision whether or not to implement Miskar under the Fifth Plan. 

In any event, the gas and electric company (STEG) is proceeding with a dis- 
tribution network, costing about $150 million, to handle gas from Algeria 
and/or Miskar. Another major energy project is expansion of Tunisia's only 





oil refinery, at Bizerte, raising its capacity from under 1.5 million tons 

to 4 million tons annually. Execution of this project is also delayed, but 
detailed engineering should be finished this year; initial work could begin 
in 1980. (A products pipeline from the refinery to Tunis also is planned.) 
A third major energy project under study is investment of over $150 million 
to double the capacity of STEG's new thermal power plant at Sousse. 


While offshore and onshore petroleum exploration is active, a boundary 
dispute with Libya has blocked work in the most promising area in the Gulf 
of Gabes. Several offshore fields offer possibilities for exploitation; none 
is immediately in the offing. Consequently Tunisian oil production, now about 
110,000 barrels per day, will probably reach no higher than 120,000 barrels 
per day by 1981 and decline after 1985. Rapid production increases in phos- 
phate are programmed, with a goal of 7 million tons of phosphate rock annually 
by the early eighties, to be realized in part by conversion of the Djalabia 
underground mine to an open-pit operation. Preliminary studies of this pro- 
ject, expected to cost $60 million and more than double the mine's output to 
2.5 million tons annually, will begin this year. Other projects to upgrade 
phosphate processing and, at Gabes, to increase production of phosphoric acid 
and fertilizers, are underway. Railroad improvements and a new line from 
Gafsa to Gabes are planned to handle the expanded traffic. 


Construction starts this year include a fifth cement plant and a second 
sugar beet processing factory, which will also produce yeast and alcohol. 
At advanced planning stages are a sixth cement plant and new plants for 
white cement, hydraulic lime, starch, kraft paper, aluminum foil, and re- 
cycled lubricants. Also planned are an expansion of Tunisia's steel mill 
and port upgrading. Bids on a rapid transit system for greater Tunis were 
opened in March. 


Trade: Current Account Deficit Persists: After several years of rising 
trade deficits, Tunisia is striving to improve its current account. Exports 
this year are expected to increase 13.2% and imports 10.9%, but an increase 
in the current account deficit to 285 million dinars is also expected. Measures 
to reduce the trade deficit include development of new markets, product up- 
grading, and increased taxes on imports. While recent efforts to reduce 
luxury imports have had some success, growing needs for industrial products 
to support Tunisia's development, as well as continued imports of ‘food, will 
maintain Tunisia's high import level. Tunisian exports will continue to be 
dominated by oil, phosphate and its derivatives, foodstuffs, and light manu- 
factures including textiles, with the latter three categories vulnerable to 
price fluctuations, weather, or import barriers. While some improvement in 
the current account is foreseen for 1979 and succeeding years, major improve- 
ments will occur only with a sustained conjuncture of favorable factors in- 
cluding weather, commodity prices, import restraint, new exports, and strong 
performance in tourism and transfers accounts. No major change is predicted 
in Tunisia's trade orientation toward the EC. 





Finance: Continued Stability: Gross inflows of foreign capital in 1979 
of 355 million dinars (285 million net -- equivalent to one-third of projected 
investment) will cover the trade deficit. Grant aid of 17 million dinars, 
notably from the U.S., Saudi Arabia, and the UAE, and equity investment of 
58 million dinars -- up 30% from 1978 -- are expected. Medium-term commercial 
credits will rise from 165 million dinars last year to 180 million dinars; 
long-term public credits should remain at about 100 million dinars. The 
latter will include American credits of about $33 million -- mainly in agri- 
culture and food, rural development, and low income housing. West Germany, 
France, Sweden, other OECD countries, and some Arab states are also signifi- 
cant sources of concessional funding, and the World Bank expects to provide 
about $90 million for development projects in 1979. No major change in this 
pattern of long-term concessional credits is seen through 1981. 


Tunisia's borrowing on international markets, tightly controlled by the 
Central Bank, in 1979 is expected to be about $220 million including one 
large balance of payments loan. While downward adjustments from perhaps 
optimistic financial plans are being made, Tunisia's finances are in good 
order and its strong credit rating should remain one of the foundations of 
its economic growth into the eighties. 


Agriculture: Weather Remains a Key: Preliminary indications are that 
agricultural production -- employing half of Tunisian labor -- will be dis- 
appointing again with official estimates predicting agricultural production 
at 7% less than the Plan goal for 1979. Despite major efforts to escape the 
vicissitudes of weather by increased use of irrigation, the agricultural 
sector is unlikely to achieve its goal of net self-sufficiency by 1981. 


Employment and the Social Dimension: Government sources forecast creation 
of 45,000 nonagricultural jobs in 1979. Nevertheless, 1979 is not likely 


to see a Significant drop in unemployment, now pegged officially at 12-13%. 
While Tunisia will probably create by 1981 most of the 234,000 new jobs pro- 
jected by the Plan, unemployment and underemployment will remain big problems. 
In April 1979 the annual review of wages by the social partners -- union, 
management, and the government -- began, with increases covering inflation, 
and marginal productivity boosts, anticipated. Tunisia can be expected to 
continue policies carefully balanced to grant wage increases as required by 
inflation and the social situation, while striving to limit the adverse 
effects of these wage increases on international competitiveness and invest- 
ment. Success in this difficult task would assure Tunisia continuance of its 
good labor relations and public support for economic policies under the "social 
pact.” 


Part B — Implications for American Business: 


Middle income Tunisia has relatively sophisticated consumers who provide a 
good, accessible test market for North Africa and the Near East. Tunisia 
also offers a superior climate for investment. 





1. Exports: Discussions of commercial relations in the March 1979 session 
of the U.S.-Tunisian Joint Commission, led for the U.S. side by Commerce 
Secretary Kreps, highlighted the desire of both parties to increase and 
diversify two-way trade and to facilitate an expanded American presence in 
Tunisia. Statistics show the limited extent of American market penetration. 
Trade is now roughly $95 million each way, with the U.S. buying crude oil -- 
and some olive oil and paper pulp -- and exporting cereals, mechanical and 
electrical equipment, aircraft, used clothing, and scientific instruments. 
We are now Tunisia's fourth trading partner -- far behind France (which last 
year supplied 34% of Tunisia's imports as contrasted to 4.4% for the U.S.) 
and also trailing West Germany (12%) and Italy (10%). The lack of deeper 
U.S. market penetration can be explained by: 


Financing: Foreign competitors -- Western European, Japanese, and 
Eastern European suppliers -- often offer mixed concessional/commercial 
credit packages not available to U.S. suppliers. In April 1979, EXIMBANK 
Chairman Moore discussed with Tunisian officials possible new Bank credit 
policies which would help assure that U.S. suppliers’ bids are competitive. 


Pricing and Counter Purchases: Foreign competitors -- often assisted by 
government insurance -- more frequently are prepared to quote fixed prices 


on large projects. Europeans have been prepared to take on counter purchase 
requirements linked to specific projects. More U.S. firms are becoming open- 
minded on counter purchase. 


Language: Virtually all business must be conducted in French. Head 
office consciousness of the Tunisian market often is filtered through the 
optic of a European subsidiary. This sometimes leads to overlooking 
profitable possibilities for direct sales. 


Geography: The distance between the U.S. and Tunisia tends to restrict 
face-to-face encounters and opportunities to show U.S. technology at work; 
it also can mean higher transport costs and longer delivery time as compared 
to those offered by European suppliers. 


Market Size: The fact that Tunisia has only 6 million people, with middle 
income, puts it below the threshold of attention of some American marketing 
strategists; opportunities are missed. 


Tradition: Links with Europe, particularly France, are well established 
and comfortable. European standards, and European-conducted engineering 
studies for many projects, reinforce these ties. 


Despite these obstacles -- and the lure of non-U.S. sourcing -- many 
American suppliers, in part through use of EXIMBANK facilities, have suc- 
ceeded in the Tunisian market. They dominate the aircraft market and have 
major shares in: agricultural machinery, business machines, air conditioning, 
medical and scientific instruments, and construction and other heavy equip- 
ment. The U.S. is also a major supplier of grain, in part concessionally. 
American firms play important roles in engineering and technical support 
activities for the petroleum industry -- and in finance. 





The U.S. may never lead in many export sectors, but more can be done. 
Tunisian officials seek more U.S. bids on calls for tender, and suggest these 
be U.S.-sourced. There is also a growing disposition to look closer at popular- 
priced American consumer goods. American companies wishing to export to 
Tunisia find it important to be well-informed and well-known on the local 
scene. For this, an agent/distributor relationship with a reliable Tunisian 
company is usually best. Regular calls on key Tunisian contacts by French- 
speaking regional representatives are preferred by other firms. It is 
essential that correspondence, and particularly product literature, be in French. 


The following product/service groups are particularly interesting for 1979 
and the remainder of the Fifth Plan: 


Natural Gas: Despite delays in a final decision concerning Miskar, ex- 
ploration work is continuing. STEG's onshore pipeline network also is going 
ahead. If the government decides to base its energy strategy on Miskar gas -- 

a decision is expected this year -- U.S. firms will have excellent opportunities 
in a variety of service and supply sectors in what would be the biggest Tunisian 
development project in the early eighties. 


Heavy Equipment: Major projects in phosphate mining -- particularly the 
Djalabia and Sehib mines -- as well as road construction, dam construction, 
irrigation, potable water, and sewer projects, will maintain this established 
market. To enhance the position of U.S. suppliers, the Commerce Department 
sponsored a technical sales seminar in mining equipment in Tunis in March 1978. 


Construction and Engineering Services and Materials: Good opportunities 
exist for service and supply here, particularly to major government-owned 
companies, such as STEG (gas and electricity), SONEDE (water), and El Bouniane 
(various). Besides pipelines and similar infrastructure, residential and other 
construction -- and construction materials -- remain major Plan priorities. 
Tunisia's growing tourist industry also offers engineering and sales possi- 
bilities. Tunisians want U.S. bidders on construction materials projects, 
and are open to advanced technology in building techniques. 


Electric Power and Telecommunications: Both these high technology areas 
will be the focus of development projects in coming years. Telecommunications 
upgrading will concentrate on expanding internal capabilities -- primarily 
cable but some microwave. Some expansion of international capabilities also 
is foreseen. Competition will be keen again for the new Sousse thermal power 
plant. Preliminary studies for nuclear and solar energy projects should soon 
be underway; U.S. technology in this area is respected. To assist marketing 
efforts, the Commerce Department recently conducted in Tunis a trade seminar 
mission on telecommunications; it plans one on electrical energy in September. 


Equipment for Light and Electro-Mechanical Manufacturing: Tunisia pro- 


motes this sector as a prime source of jobs. Increased emphasis is on 
mechanical and electrical equipment, plastics, and leather goods. A good 
market is developing for machine tools, packaging and related quipment. The 


state run auto assembly plant (STIA) and a planned tractor and engine factory 
offer sales opportunities. 





Food Processing Equipment: Tunisia is seeking new markets for its pro-. 
ducts, including Mideast markets for processed foods. One U.S. firm is 
already active in this area, and a growing market is seen for canning, 
bottling, and other food processing equipment. 


Port Development: Tunisia is endowed with seven ports. Several are being 
upgraded, and Tunisians are interested in port management know-how as well as 
cargo-handling equipment. A Commerce Department trade mission in Tunisia 
recently strengthened contact between Tunisian officials and U.S. port and 
container terminal experts. > 


2. Investment: The Fifth Plan offers attractive opportunities for U.S. 
companies to invest. The Tunisian government encourages foreign investment. 
Production for export receives tax, duty, and exchange control advantages 
based upon the Export Industries Investment Code of 1972. Investment for 
the domestic market is governed by a 1974 code, which grants tax and other 
advantages based on creation of employment. Export industries may be 100% 
foreign-owned; companies producing for the domestic market usually have 
majority Tunisian equity -- the percentage is negotiable. The Investment 
Promotion Agency (API) oversees these programs and makes every effort to 
Overcome any problems that arise. 


Apart from these special incentives, investors are attracted to Tunisia 
as a country with moderate wages and good labor relations, preferential access 
to the Common Market, and good transportation. American investors in fields 
such as garments and food processing have taken advantage of the Tunisian in- 
vitation. Expansions now underway reflect good results. An American tire 
manufacturer is active in Tunisia; another is considering participating ina 
second plant. The Tunisian Economic Development Bank (BDET) and API actively 
seek U.S. partners for joint ventures. The recent opening of an API office 
in New York (Address: 630 Fifth Avenue, Suite 863, N.Y., N.Y. 10020; tel: 
212/582-3670) will assist contact between Tunisian and potential American 
investors. (The Tunisian Trade Office at the same address, tel: 212/489-6930, 
telex: 234.006 TNTO UR (RCA), or 12352 Tunis Trade (WU), serves those who 
wish to trade with Tunisia.) 


A program to stimulate U.S.-Tunisian agribusiness cooperation has, after 
three years, reached a critical juncture. High level Tunisian government 
interest in this form of technology transfer has raised hopes for joint 
ventures not only in export of processed fruits and vegetables but also in 
dairy and meat projects for the domestic market. 


American firms are also increasingly active in oil exploration and ser- 
vice activities, several in partnership with ETAP, the State oil company. In 
addition, Tunisia is becoming a center for U.S. commercial and banking repre- 
sentation in North Africa. About 50 U.S. firms now have resident representa- 
tives in Tunis. Four U.S. banks with regional responsibilities are present; 
two of these also have opened offshore banking units, the first established 
under Tunisia's 1976 offshore banking law. Opening of Arab League Headquarters 
in Tunis is expected to lead to the establishment of more regional business 
offices as well. 





KEY ECONOMIC INDICATORS: TUNISIA 
(all values in US $ million) 


1976 1977 1978 1977/78 

% Change 
Exchange Rate: US $1.00= -431 -429 -410 -5 
Tunisian Dinar=$2.32 Seuss $2.44 +5 


INCOME, PRODUCTION, INVESTMENT 


GDP at Current Prices 4,448 
GDP at Constant 1972 Prices 3,307 
Per Capita GNP, Current Prices* 762 
Gross Investment,Current Prices 1,322 
Per Capita Personal Income* 606 
Production,constant 1972 Prices 
Agriculture &Fisheries 591 
Manufacturing 324 
Construction & Public Works 233 
Energy 128 
Mining 27 
Government Budget, Current Prices 
Operations 672 
Capital 578 


MONEY AND PRICES 


Money Supply (year-end) 1,192 

Price Indices (year-end) (1970=100) 
Consumer 1373/5 
Wholesale 153.1 


BALANCE OF PAYMENTS AND TRADE 


Net For.Exch.Reserves (year-end) 306 249 278 
Debt Service Ratio 9 10.3 11.4 
Current Account Balance -431 -559 -649 
Trade Balance -739 -857 -1,045 
Exports, FOB 785 909 1,105 
70 058. 108 96 96 
Imports, CIF 1,524 1,766 2,151 
From U.S. 95 102 95 


Main Exports to U.S. (1978): Crude Oil: $92.4 million. 
Main Imports from U.S.(1977): Aircraft: $35 million; Cereals: $21 million; 
Mechanical Equipment: $18 million 


Sources: Ministry of Plan, Budget Economique 1979 and Statistiques du Commerce 
Exterieur; Central Bank, Statistiques Financieres. 


* In dollars. NOTE: 1977/78 percentages changes based on dinar values. 
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